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Abstract

With the development of the economy in order to increase the competitiveness Kazakhstan decided to
implement International Financial Reporting Standards (IFRS). Recognized worldwide as an effective tool
to provide reliable and high quality information, IFRS became the basis for the Kazakhstani accounting.
These international standards will allow Kazakhstan's economy to move to a qualitatively new level of
development where the core values are a good investment climate, the transparency of financial reporting,
credibility of the financial position and results of operations. This report has been written about what
international financial reporting standards are, about Committee and Board of IFRS and current situation of
the implementation of IFRS in Kazakhstan. In the report the problems encountered during the
implementation of international standards are spelled out and solutions to these issues are proposed.
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International Financial Reporting Standards (IFRS) are a set of standards and interpretations,
leading the rules of the preparation of financial statements that needed for external users to make economic
decisions with regard to the company. IFRS, in comparison with some of the national rules on the financial
statements are standards based rather on principles than on hard-coded rules. The main objective is that in
any practical situation the drafters could follow the spirit of the principles, rather than trying to find gaps in
the clearly defined rules that would bypass any basic frameworks.

From 1973 till 2001 standards were being developed by Board of the International Accounting
Standards Committee (IASC) and issued under the name International Accounting Standards (IAS). In
2001, the IASC was reorganized in the International Accounting Standards Board (IASB). In April 2001
the IASB adopted existing IAS and continued to work, releasing the newly established standard called
IFRS.

Cause of worldwide recognition as an effective tool to provide reliable and high quality information
International Financial Reporting Standards have become the basis for the national accounting system.
Adoption of IFRS is written in the Law of the Republic of Kazakhstan “On accounting and financial
reporting”.

As part of implementation process of IFRS, formation of accounting system in Kazakhstan began in
1994, when the National Bank worked with the International Monetary Fund on developing new accounts
for banks, which was adopted and approved in December 1995. For two decades, IFRS have been
implementing in three key areas - financial institutions, joint-stock companies that are non-financial
institutions, and other organizations. Reformation of accounting system has been started from following
consecutive steps and included:

1. Learning reform experience realized by other countries and developing transfer option of the
financial system to international standards on the basis of the best practice;
2. The study of methods and principles of accounting in accordance with IFRS, carrying out

work on the creation of a methodological and regulatory base of accounting, beginning of the practical
implementation of new accounting policies that comply with IFRS;



3. Improvement of existing regulatory and methodological framework in line with international
standards, training accountants to accounting and financial reporting in accordance with the requirements
of IFRS.

Another key point was the transition in 1995-1996 of accounting of the financial sector on accrual
basis in the recognition of income and expenses. This method is one of the main principles of IFRS. The
advantage of the accrual method over the previously used the cash method is the ability to determine the
current financial condition of the subject by means of an objective analysis of actual anticipated income or
retirement funds.

Later, in 2001, the Ministry of Finance of the Republic of Kazakhstan has established Methodological
Council for Accounting and Auditing in cooperation with the National Bank. By creating the Council
pursued the goal of transfer to IFRS accounting system on the scale of the entire state. It should be noted
that the initial task was to develop on the basis of IFRS own Kazakhstani accounting standards, however,
on the basis of expediency, the Council adopted a decision on legislative consolidation of the financial
statements according to international standards adopted by the Committee of the IASB. As a result, in the
first half of 2002, the largest and most basic step in the work on the transition to IFRS has been the
introduction of the Ministry of Finance, with the active participation of the National Bank, changes and
additions to the Law of the Republic of Kazakhstan "On Accounting”, according to which it was clearly
established that from 1 January 2003 financial organizations, from January 1, 2005 joint-stock companies
of non-financial sector, from 1 January 2006 all other organizations are preparing financial statements only
in accordance with IFRS, officially translated into the national language. For organizations, which had not
managed to adopt the IFRS transition, period has been extended to January 1, 2008. (Figure 1)/1/
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Figure 1. Switching to IFRS by different organizations

In this connection, January 1, 2003 marked a milestone in the development of the financial sector of
Kazakhstan. Thanks to the work done, today reporting documentation prepared by financial institutions of
the country is consistent with the requirements of IFRS, as evidenced by the findings of the leading audit
companies in the world.

In addition, it should be noted that at the present stage of development of accounting in Kazakhstan
and the undeniable progressive achievement is the development of the Ministry of Finance and the
National Bank of the Draft Law "On Accounting™ in the new edition, which contemplates the realization of
a number of new conceptual ideas aimed at further possible effective and progressive development of
IFRSs in our republic.

Despite some progress in the development of the accounting and financial reporting in Kazakhstan
there are some problems, among which are:

- Institutional,

- Organizational;



- Financial,

- Personnel;

- Methodological;

- Technical.

Solving these problems will realize the full benefits of the adoption of IFRS.

Institutional problems

Institutional problems of IFRS implementation is the absence or insufficient development of the
institutional environment, “Institute of Chartered Accountants” well-established tradition, a strong
professional community, the presence of which requires the effective application of IFRS. Previously,
accounting and reporting in Kazakhstan has been focused on the interests of the state. This attitude can be
traced in the approach to the reflection of individual business transactions, account information in general,
the organization of internal and external quality control reporting. In most cases, there is no experience
with the use of accounting information in making economic decisions. In this regard, there is a lack of a
wide range of users of financial statements, which are focused on IFRS. Also, it is important that there is
relatively low level of stock market development in Kazakhstan. At the same time, the strict requirements
imposed on the accounting information from government bodies, especially the tax authorities, do not
match the requirements of IFRS. The participation of professional public organizations of accountants and
auditors, as well as other interested public, including users of financial statements in the regulation of
accounting and financial reporting, the development of the accounting profession is also not enough.

Organizational problems

Organizational problems of IFRS are that the IASB issues standards in English, and the Committee
Foundation owns the copyright to the IFRS. For the implementation of IFRS in the legal field of the state is
necessary not only to translate the standards into the national language, but also to ensure unimpeded
access by any interested party to these texts. To date, Kazakhstan signed a contract with the Foundation of
IASB to publish an official translation of IFRS into the state and Russian languages. Text translation into
the official language published in the official publication in the journal "Bulletin of normative legal acts".
Responsible for the preparation of this translation was the Ministry of Finance of the Republic of
Kazakhstan. As a significant positive step in this direction should be noted occupancy by the IASB
Foundation on its website translation of IFRS in the Russian language in 2010.

Financial problems

The financial problems of IFRS concluded in the necessity of costly spending by business entities to
restructure their accounting systems, training management, hiring expensive specialists, development or
acquisition of new software, change management processes, etc. Costs of businesses increase when
preparing financial statements under IFRS is carried out by transformation of financial statements prepared
according to national rules. Meanwhile, the transformation is usually the main way of reporting under IFRS
by economic entities. Another problem is the need to invest large funds in the accounting reform of the
state.

Personnel problems

Personnel problems in the application of IFRS concluded in insufficient training most of accountants
and auditors, as well as a lack of skills in the use of information prepared under IFRS. Businesses that are
financially afford to training staff or hiring qualified specialists in IFRS field, are usually limited to a very
narrow circle of people. Department of IFRS even in large companies often consists of 3-4 people and
sometimes from one person. They are exclusively engaged in financial reporting in accordance with IFRS-
based accounting data, which is maintained by different rules professionals who do not have the necessary
in-depth understanding of the IFRS. The isolation of the processes of accounting and financial reporting
adversely affects the quality of the latter.

Methodological problems

Methodological problems concluded in the difficulty of implementing the requirements of IFRS.
While IFRS can claim the title of best accounting standards, it is unlikely that they can claim the title of
"ideal" standards. Their demands remain fairly large number of flaws, gaps and even contradictions. In
addition, there is a constant improvement of standards and our professional accountancy bodies should
monitor this process to be ready for the introduction of new or amended standards. Furthermore, the level



of their specific requirements in IFRSs is mainly focused on big business, while now the problem of
implementation of IFRS has moved to the level of medium and even small businesses. Currently in
Kazakhstan for small and medium-sized businesses have adopted national standards developed in
accordance with full IFRS, the use of which, as shown above, is associated with certain financial and time
costs. At the same time, Kazakhstan's small and medium-sized businesses right to address their governing
bodies which have adopted the accounting policies, to prepare financial statements in accordance with
international standards, for example full IFRS or IFRS for SMEs./2, p. 34/

The active cooperation of Kazakhstan with international organizations in the field of accounting and
reporting greatly contributes to solving methodological problems.

Technical problems

The technical problems include problems associated with the software. Now the majority of small and
medium-sized businesses use the program “1C: Accounting" version 8”, which does not quite fit under
IFRS. For example, often questions arise on deferred tax assets or liabilities. When company has a tax loss,
the program automatically generates a deferred tax asset. However, it should be borne in mind that, in
accordance with paragraph 34 and 35 of IAS 12, “Income Taxes”, deferred tax asset should be recognized
for the carry-forward of unused tax losses to the extent that it is probable that the company will have future
taxable profits will be available against which these unused tax losses can be utilized. The presence of
unused tax losses is strong evidence that future taxable profit may not be. Thus, when an entity recognizes
a deferred tax asset if there is convincing evidence that it will generate sufficient taxable profits against
which the unused tax will realize a loss. Based on this, in this situation you can take the software
calculation of deferred corporate income tax, but its recognition should be based on knowledge of 1AS 12
“Income Taxes” and the professional judgment of the accountant. Now the big companies are trying to
introduce the software SAP, which allows you to keep financial records on the international and national
standards at the same time. Different accounting systems are assigned to specific charts of accounts and
methods of evaluation and costing. Thus, the same transactions or events recognized differently in different
accounting systems. /3, p. 26/

So, Kazakhstan has observed a number of outstanding issues that relate to the low level of training
most of accountants and auditors, in the difficulties of applying the IFRS for small and medium-sized
businesses, because of their complexity and methodological complexity. Also, lack of participation of
professional associations in the regulation of accounting and financial reporting, as well as in the
development of the accounting and auditing profession and in the formal approach of regulators and
business entities to many categories, principles and requirements of the accounting and financial reporting
provisions established by IFRS.

Solving these problems requires a great deal of complex work in all directions at once. To making
progress in the transition to IFRS and finding solutions to the institutional problems it is necessary
commitment to the transition at the highest political and state levels. A key factor in the success of the
reform is the support from key government officials. At the same time, a successful transition to IFRS is
not possible without a corresponding demand on the part of compilers, investors and analysts. Public
bodies need constant active cooperation and support of compilers, professional organizations, investors and
other users of financial statements.

Kazakhstan has an official translation of the standards in the national language, but it is not easily
accessible. On the website of the Ministry of Finance the text of the IFRS is accessible only in Russian
language. For solution of this problem, government should make publicly available texts in the state
language; keep the information in the standards themselves with the current changes.

As for the problems of a financial nature, in any case, the financial costs of the introduction of IFRS
cannot be avoided; however, you can cut them. The state conducts continuous training of workers,
organizing seminars, workshops and conferences at different levels, from regional to international.
Organizations can use these activities to improve knowledge and skills of their employees. Thus, it will go
to work to solve problems related to finance and human resources. At the same time representatives of
professional organizations will cover the issues of innovation, improvement in IFRS and Kazakhstani
legislation. To address the issues associated with the software, | suggest switching on the software SAP,



which has a number of advantages. Changing the software already available to the organization, it may be
more expensive and less reliable, leading to failures in the systems.

The prospect of the adoption of IFRS is to discover new business opportunities. Improving the quality
of financial statements, which are taken on the basis of some management solutions, will lead to increased
profitability and attract new investors. But, it should be noted that one should not expect foreign
investment if the river will flood in Kazakhstan. However, this will be an important step in the process of
building mutual trust between Kazakhstan and the international community. The increase corporate
transparency will mean that investment will be less risky for investors and therefore cheaper. Obviously,
any national financial market cannot develop normally in isolation from the international market. IFRS as a
common language in the provision of financial statements enables local companies to enter the
international market. Already, role of the accountant is changed in organizations. Accountant, formerly one
of the most obscure figures becomes an indispensable adviser of leaders of the organization.

Such wise, the transition to IFRS is inevitable for every business and it should be considered and, of
course, would be positive for the enterprise and their financial results.
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Pesrome

C pa3BuTHEM 3KOHOMMKH JUIs TTOJIEPKAHUST KOHKYpeHTOCTIocOOHOCTH KazaxcTan mpuHsuT pelieHre o
BHeJpeHnn MexXnyHapoaHbIX cTaHAapToB ¢uHaHCcOBOM oTtueTHOCcTH (MC®O). 3apekoMeHIO0BaHHBIE BO
BCEM MUpE Kak 3QPEKTUBHBII HHCTPYMEHT IS ITPEIOCTABIICHUS HAIC)KHOW M Ka4€CTBEHHON HH(OpMAIIHH
MC®O cranmu OCHOBOM JUIsl Ka3axCTAHCKOrO yuyeTra. OTH MEXAYHAPOJHbIE CTaHAAPTHI IO3BOJIAT
Ka3aXCTAHCKOW 3KOHOMHUKE IEPEUTH Ha KayeCTBEHHO HOBBIM YpPOBEHb pa3BUTHS, T/€ OCHOBHBIMU
[EHHOCTSMHU SIBIISIOTCS XOPOIIWN WHBECTHIIMOHHBIM KJIMMAT, MPO3PayHOCTh (PUHAHCOBOW OTUYETHOCTH,
HAJIeKHOCTh (DMHAHCOBOTO TIOJIOKEHUSI U PE3YJIHTAaTOB JACATENBHOCTU. B »TOM doKiame roBOpuUTCS O
MEXIYHApOAHBIX cTaHAapTax (QuHaHcoBoil otdueTHOCTH, KoMutere MC®O u HacTosimmiel CUTyaluu mo
BHeApeHnto MC®O B Kazaxcrane. B noxiane HamucaHo o mpoOiemax, BO3HUKIIUX INPU BHEIPEHUH
MC®O, n npeaoKeHbl pPEKOMEHAALMH 10 UX PELIEHUIO.

Tyiin

Kazakcran Oocekere kaOuieTrTi en Ooiy YIIIH 3KOHOMHUKaHBIH AamybiHa Oaitmansictel MCEK-Ti
eHrizyni memTi. bykin onemae ceHimai *oHe camaibl aknapar Oepyae THIMII Kypai peTiHAe YChIHBUIFaH
MCEK ka3akcTaHIbIK €cenTey YIIiH Heri3 00yiabl. by XanblkapanblK cTaHAApTTap HEri3r1 KYH/IbUIBIKTapbl
YKAKChl MHBECTULIUSIIBIK axyall, Kap>KbUIbIK €CENTiH alKbIHIBIFBI, KApKbl JKaFIalbIHBIH CEHIMALUIIr MEH
KbI3MET HOTHXeci Ooyibim TaOputaThiH KazakcTaH 3KOHOMHMKAchbIHA »KaHa camajibl JaMy JCHTeiiHe
KOTEepilyiHe CenTirin Turizemi. byn OasHgamana XanblKapadblK KapKbUIBIK €CENTUIK CTaHIapTTaphl,
MCEK Kowmureri xone Kazakcranra MCEK-Ti enri3y arnaiibl Typassl aiiTeinaasl. basanamana MCEK-Ti
€HT13y OapbIChIHA TYBIHAFaH MOCENeTIep MEH COJI MOceTep/Ii ISy KOJIAaPhl YCHIHBUTFaH.
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